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Task 2

1. What are the different bases of achieving competitive advantage for a particular business and how should these be evaluated?

Bases of competitive advantage:

1. Competitive strategy 

The bases on which a business unit might achieve competitive advantage in its market.

2. Routes 1 & 2 – Price based strategies

Route 1: No frill strategy – Combines a low price, low perceived added value and a focus on a price sensitive market segment.

Route 2: Low price strategy – Seeks to achieve a lower price than competitors whilst trying to maintain similar value of product or service to that offered by competitors.

3. Route 4 – Differentiation strategies 

Differentiation strategies – Seeks to provide products or services unique or different from those of competitors in terms of dimensions widely valued by buyers.

This strategy might be achieved through the following:

1. Uniqueness or improvements in products, such as investment in R&D, design, expertise or building on the innovatory capabilities in the organization.

2. Marketing based approaches – Demonstrating better than the competition how the product or service meets customer needs. The strategy is likely to be built on the power of the brand or by powerful promotional approaches.

3. Competence based approaches in which an organization tries to build differentiation on the basis of its competences. 

The extent to which these approaches will be successful is likely to be dependent on a number of factors:

1. Has the organization clearly identified who the customer is? Its not always straightforward. E.g. For a newspaper business, is the customer the reader of the newspaper, the advertiser or both? They are likely to have different needs and values.

2. The extent to which the organization understands what is valued by the customer, user or a stakeholder group such as a provider of funds or politicians in the public sector can be dangerously taken for granted by managers.

3. It is important to be clear who the competitors are. E.g. Is the business competing with a wider competitor base or with a much narrower base, perhaps within a particular market segment? 

4. Another problem in identifying relevant competitors occurs as markets globalise. E.g. A company may find its bases of differentiation tough by another company which it did not previously see as a competitor because it did not share common geographical markets. As the two competitors increase their geographical scope they may become competitors or a competitor develops a basis of differentiation in one market and then enters another bases of this, challenging an established operators strategic position.

5. The extent to which the basis of differentiation is difficult to imitate also needs to be considered.

6. The idea that competitive advantage through differentiation can be achieved on a static basis is questionable.

4. Route 3 – The hybrid strategy

The hybrid strategy seeks simultaneously to achieve differentiation and a price lower than that of competitors.

The hybrid strategy could be advantageous in the following circumstances:

1. If much greater volumes than the competition can be achieved and margins still kept attractive because of a low cost base.

2. If it is possible be clear about the core competencies on which differentiation can be built, and then reduce costs on other activities.

3. If there is a market segment with particular needs which also facilitates a low price approach.

4. As an entry strategy in a market with established competitors. This strategic approach to new market development that Japanese firms have used in the past on a global basis. They would search for the loose brick in a competitor’s portfolio business. The aim was to take share, divert the attention of the competitor and establish a foothold from which they could move further. In following such a strategy it is important to ensure that:

· The overall cost base is such that low margins can be sustained.

· A clear follow through strategy has been considered for when entry has been achieved.

5. Route 5 – Focused differentiation

A focused differentiation strategy seeks to provide a high perceived value justifying a sustainable price premium, usually to a selected market segment.

This strategy raises some important issues:

1. The choice may have to be made between broad differentiation across a market or a more focused strategy.

2. Because an organization choosing to follow a focus strategy is likely to be targeting a particular segment, it is important to realise that within that segment itself the strategy segment clock is just as relevant so managers face further choices.

3. It’s again important to be clear about which market segment or segments is being targeted, in terms of a coherent set of customer needs and this needs to be translated into action which satisfies those customers. This may be difficult to do so if the organization is attempting to compete in different market segments with different needs.

4. Focus strategies may conflict with stakeholder expectations.

5. New ventures often start in very focused ways such as new leading edge medical service hospitals.

6. The advantages of the focused approach have to carefully monitored because the market situation may change. Differences between the segments may be eroded, leaving the organization open to much wider competition.

6. Routes 6, 7 & 8 – Failure strategies

Route 6 – Increasing price without increasing value to the customer. Unless the organization is protected by legislation or by high economic barriers to entry, competition is likely to erode market share.

Route 7 – Involves the reduction in value of a product or service, whilst increasing relative price.

Route 8 – Reduction in value, whilst maintaining price. There is a high risk that competitors will increase their share substantially.

7. Differentiation versus legitimacy

Successful strategies tend to be copied, especially where organizations face uncertainty and ambiguity. There are two main reasons for this:

1. The obvious one – That where one organization has achieved success, other see a short cut to the same success or at least they have the hope of doing so.

2. Less obvious and goes back to the observations about organizational field – pressures to be legitimate in the eyes of members of that field – and these may include powerful stakeholders such as government, professional bodies, customer etc.

Moreover, evidence that such conformity may make sense in terms of enhancing performance in at least two respects:

1. In the long term, organizations that conform to the strategic norms of the organizational field tend to stand more chance of survival. For those that choose the path of differentiation, some may outperform others, but for some it will be their demise. So imitation and conformity may be a safe bet.

2. Other organizations, e.g. suppliers or financiers or potential employees may also see such organizations as safe bets too. So the organizations may benefit in terms of cost of suppliers or finance or calibre of staff for example.

2. What is the extent to which a companies competitive advantage is sustainable?

Competitive advantage

Condition which enables a company to operate in a more efficient or otherwise higher-quality manner than the companies it competes with, and which results in benefits accruing to that company.

Sustaining low price advantage

Is dependent on low cost but that is difficult to sustain. So how might it be achieved and what are the problems?

· The most ambitious aim for an organization to seek to sustain reduced prices over competition on the basis of having the lowest cost base such that competitors cannot hope to emulate it – of being a cost leader – and being prepared to sustain and win a price battle if necessary. Cost leadership can be achieved by means of substantial relative market share advantage through economies of scale and market power such as buying power. 

· If the idea of cost leadership is to be taken seriously, it is problematic for all but a very few firms.

· Cost leadership is defined as the low cost producer in its industry. A low cost producer must find and exploit all sources of cost advantage.

· The single minded focus on cost reduction in all these different ways may result in the customer perceiving a lower added value product or service and an intended route 2 strategy slipping to route 1 by default. Low cost producers typically sell a standard or no frills, product. Such a firm will be an above average performer in its industry provided it can command prices at or near the industry average.

· It may also be possible to achieve competitively low cost by careful examination of capabilities and competencies in parts of the value chain.

· Still more problematic the organization may outsource activities which it has failed to recognize as actual or potential value enhancing activities and are the basis of a differentiation strategy. 

· It may be feasible to follow a strategy of low price to achieve competitive advantage within a market segment in which a) low price is important and b) a business has cost advantage over competitors operating in that segment.

· If low cost is the basis of a strategy of low price, managers need to be sure that competitors cannot easily imitate or catch up with their cost advantages.

3. When does cooperation rather than competition make sense?

Competition and collaboration

Collaboration between potential competitors or between buyers and sellers is likely to be when the combined costs of purchase and buying transactions are lower through collaboration than the cost of operating alone.

Buyer seller collaboration – Component manufacturers might build close links with customers so as to reduce lead times for delivery to help research and development activities to build joint information systems and reduce stock and even to take part in planning teams to design new products.

Collaboration to increase buying power – For many years the power and profitability of pharmaceutical companies were aided by the fragmented nature of their buyers in the main individual doctors.

Collaboration to build barriers to entry or avoid substitution – Faced with threatened entry or substitute products, organizations in an industry may collaborate to invest in research and development or marketing.

Collaboration to gain entry and competitive power – Organizations seeking to develop beyond their traditional boundaries such as geographical expansion, may need to collaborate with others to gain entry into new arenas. The only way of gaining local market knowledge may be to collaborate with local operators.

Collaboration to share work with customers – An important trend in the public services is a move towards more coproduction with clients.

4. How can application of the game theory improve the insight in the competition within the industry?

Game theory

To a greater or lesser extent competitors are aware of the interdependencies that exist and of the sorts of move that competitors could take. The key principle for the strategist game theorist is the need to put themselves in the position of the competitor or competitors such as they can take an informed, rational view about what the competitor is likely to do and therefore choose their best course of action in this light.

Simultaneous games

Where players are involved such as competitors are faced with making decisions at a point in time.

A dominant strategy is one that outputs all other strategies whatever rivals choose.

In the game theory, equilibrium is a situation where each competitor contrives to get the best possible strategic solution for itself given the response from the other.

Sequential games

The sequence of moves that competitors might make based on an assumption about what the competitor desires as the outcome and on what basis decides the most advantageous moves you can make.

Repeated games

Competitors interact repeatedly and it has been shown that in such circumstances the equilibrium outcome is much more likely to favour cooperation. The presence or absence of implicit cooperation will be dependent upon a number of factors. These include:

1. The number of competitors in the market.

2. If there are small competitors competing with larger competitors it is quite possible that the smaller competitors will gain disproportionally by braking rank and that the larger competitors may not be hurt too much by this and be prepared to tolerate it.

3. Where there are substantial differences between firms in terms of cost structures, quality, market shares etc., and cooperation is less likely because the basis of competition differ.

4. If there is a lack of transparency within the market, the cooperation is difficult such as implicit cooperation on price is difficult in situations of tendering.

5. What are the implications of hyper competition to a competitive strategy?

Competitive strategy in hyper conditions

Hyper competitive environments require organizations to acknowledge that advantages may be temporary. 

1. Overcoming: Traditional Bases of Competitive Advantage’s

Many markets and industries are not stable any longer because the forces at work in the environment are rapidly changing. New technology, in particular, is reshaping industries, and organizations are busily trying to disrupt the status quo rather than preserve it.

Organizations will therefore, try to build barriers to preserve advantage in different ways; but others will be trying to circumvent or overcome these bases of advantage and barriers. 

This happens in various ways:

1. Advantage based on price or differentiation

2. Seeking advantage through market-based strategic moves

3. Seeking advantage by building barriers

2. Escalation: Bases of Competition

In hypercompetitive conditions cycles of competition will speed up. As this happens, bases of competition are likely to escalate as firms seek to make different market moves and build different barriers. This is illustrated below.

1. However, this will be imitated, and in hypercompetitive condition, this may happen rapidly. The firm may try to build barriers, perhaps based on the greater exploitation of its resource base or competences.

2. However, this may prove difficult in conditions where know-how and technical advance are moving fast. The next move may be to try to stretch competences and resources to find new markets.

3.  But if this is successful competitors will follow. There may be an attempt to drive down                      costs to achieve a low price, differentiation (i.e. hybrid strategy) basis of advantage.

4. Perhaps the firm will try to focus on building barriers to competition in stronghold areas.

5. But competitors can also drive down their costs; and strongholds may be difficult to preserve in fast-changing market conditions. It may be at this stage that the firm seeks to build scale: it might dispose of peripheral business to raise funds to build global reach; or it may seek to merge with a competitor market, with little competitive advantage between them and consequently little upon which to build the creation of rents.

3. Successful Hypercompetitive Strategies

    Some uncomfortable, even paradoxical (impossible/ironic), principles emerge such as:

1. Every advantage is temporary and will be eroded. However, long-term

advantage may be sustained through a series of temporary advantages.

2. Disruption of the status quo is strategic behaviour, not mischief. The ability

      constantly to 'break the mould' could be a core competence.

3. Sustaining old advantages can be a distracting form developing new advantages.

4. Predictability is dangerous. Surprise is important. So unpredictability and apparent irrationality may be logical.

5. Similarly, beware of attacking competitors' weaknesses. If a competitor gets used to being attacked in the same sort of way, that competitor can learn about the strengths of the firm and how they will compete.

6. Competing is necessary but makes winning more difficult. While it is absolutely necessary to compete in the hypercompetitive environment, doing so simply accelerate the speed of hype-competition and makes wining more difficult. However, there is no alternative. Managers just have to learn to be better at doing it and faster than competitors.

7. Rather than trying to identify and implement a 'grand plan' in the form of a on off change in strategy, smaller strategic initiatives which develop into a long-term shift in overall strategy have their advantages. The longer-term direction is not as easily discernible by competitors and they allow flexibility in the management of strategy.

8. Signalling, or more usefully misleading signalling, of strategic intentions may also be useful. In this the strategist may draw on the lessons of game theory to signal moves which competitors may expect but which are not the surprise that actually occur.

Task 3

1. Why should managers listen to employees? 
Listen to complaints about your support, messages of low standards. Then correct that condition and do it to the reporter's satisfaction. This corrects the problem thereby making the worker's job easier, corrects your poor leadership from misleading others and provides living proof that you really care about your people. 

In addition, this process of detection and correction teaches workers how to solve problems, how to treat customers and how to use value standards in the workplace. Corrective action may be just an explanation of certain details unknown by the worker. Whatever it is, corrective action must be timely, of unquestionably high quality and must include getting back to the originator to find out if your intended fix is acceptable (don't put the fix into action before getting feedback). 

Since questions are naturally threatening to people, they can cause defensiveness as well as anxiety. Just being in the presence of a boss increases our anxiety and the higher the boss the greater the anxiety. Therefore, a major goal of any questioning process must be to relax fears and prevent anxiety.

2. How can you be an effective leader?

A good leader must know how to set clear goals and objectives for their employees.

The employees should to carry forth their duties as well as setting goals and objectives a good leader has to know how to prioritize certain goals and creative skills. By doing that it will be clear to his followers what needs to be done and when. Organizational leaders who come across as low or high in assertiveness tend to be seen as less effective.

Research suggests that being seen as under or over-assertive may be the most common weakness among aspiring leaders we all know that every boss is responsible for providing support to the workforce. 

Support generally includes such elements as training, discipline, rewards, tools, parts and materials, technical advice, guidance and direction, planning information, documentation, procedures, rules and peace of mind. Each element of support projects certain value standards. For example, tools can be of high, medium or low quality. They can be clean or dirty, easily available or hard to get, of the latest technology or the oldest, always or rarely there when needed, easy or too difficult to replace, complete with or lacking in adequate documentation, always or rarely operable, or somewhere in between these extremes. 

The same is true for every other element of support. Taken collectively, they constitute the boss leadership, actually the leadership of all bosses in the chain above the worker. This leadership stares in the face of every worker every day. A leader also has to be able to know how to delegate the right job to the right person, the leader would have to know each of their employees strengths and weaknesses, so as to delegate effectively to get the job done. 

Empathy should also be one of the traits of a leader, you would have to be sympathetic towards your employees, so as to have a more at ease environment which in the long run will help the employees to feel comfortable and secure which will lead to more adequate achievements. 

3. How to be an effective listener?

Listening is the doorway to superior leadership for every executive, manager and supervisor also the doorway to' gaining the Commitment of subordinates. 

Listening is the most important of all leadership skills. Leadership at its best is a coherent strategy to cause employees to utilize their full brainpower in performing their work; to be highly creative, productive, motivated and committed rather than turned off and poorly motivated as in leaving their brain at the door. 

4. What are the ethical responsibilities of a leader?

Business leader:

· A person in a position or office associated with expertise, skill, or experience, such leadership does not involve changing the mind-set of the group, but teams a the cultivation of an environment that brings out the best (inspires) the individuals in that group. 

· Each individual has various environments that bring out different facets , and emotionally charged perceptions drive each facet within identity from their own each environment

1. The process of leading

2. Those entities that perform one or more acts of leading.

Five step test for ethics:

1. Is the decision legal? 

Sometimes a choice that seems ethical is in conflict with the law. The more one appreciates the need for ethics and morality, the more ready is one to break the law if forced.

2. Is the decision fair? 

Management is responsible for managing in the best way possible to provide for the common good of owners, customers and employees.

3. Does the decision hurt anyone? 

The application of utilitarian principles seems to provide a basis for the decision; the right decision is the one that results in the most good and least pain.

4. Have I been honest with those affected? 

Honesty is the corner stone of ethics. It is never right to lie no matter what the circumstances.

5. Can my conscience live with this decision? 

According to my national survey on hospitality to ethics, the prime source of ethics comes from family, with school, and self-taught being inputs.

Task 4
Ad 1.)

The Pay back period method ( simple method, no interest method)

This method is the time needed to recover the investment cost of a venture

Initial investment  

9.000.000

Yearly cash flow discount 
807.300

Yearly cash flow mid-range
1.386.928

Yearly cash flow luxury
1.691.120

Pay back period:

Discount: 
9.000.000/807.300=11.15 years

Mid-range:
9.000.000/1.386.928=6.49 years

Luxury:
9.000.000/1.691.120=5.32 years

Ad 2.)

The Average return on book value method (no interest involved)

This method estimates the pay back over the expected fiscal term of the investment by comparing the average return to the average book value. The average return on book value is determined by the following factors:

· Discount: 
(807.300-720.000)/((9.000.000+1.800.000)/2)*100%=1.62%

· Mid-range:
(1.386.928-720.000)/((9.000.000+1.800.000)/2)*100%=12.35%

· Luxury: 
(1.691.120-720.000)((9.000.000+1.800.000)/2)*100%=17.98%

Ad 3.)

The Net present value method (based on compound interest)

This method is different to the two above, as it incooperates the interest cost and thus is more realistic. It uses the forecasted net P&L and deducts all expected future cash flows with a minimum rate of return.

Initial Cash flow:

 -9.000.000

Annual  Cash flow:

807.300

Last years cash flow:

 2.607.300

Yearly cash flows 

Discount: 

Cash flow:



807.300

Cash flow  (residual value last year)
2.607.300

-9.000+807/1.07+807/1.07(2)+807/1.07(9)+2607/1.07(10)=2.256.854


	Year
	0
	1
	2
	3
	4
	5
	6
	7
	8
	9
	10

	CF
	-9.000
	807
	807
	807
	807
	807
	807
	807
	807
	807
	2.607


Mid-range:

Cash flow:




1.386.928

Cash flow (residual value for last year)
3.186.928

-9.000+1.387/1.07+1.387/1.07(2)+1.387/1.07(9)+3.187/1.07(10)=1.547.879

	Year
	0
	1
	2
	3
	4
	5
	6
	7
	8
	9
	10

	CF
	-9.000
	1.387
	1.387
	1.387
	1.387
	1.387
	1.387
	1.387
	1.387
	1.387
	3.187


Luxury:

Cash flow:




1.691.120

Cash flow (residual value for last year)
3.491.120

-9.000+1.691/1.07+1.691/1.07(2)+1.691/1.07(9)+1.691/1.07(10)=3.544.624

	Year
	0
	1
	2
	3
	4
	5
	6
	7
	8
	9
	10

	CF
	-9.000
	1.691
	1.691
	1.691
	1.691
	1.691
	1.691
	1.691
	1.691
	1.691
	3.491


A positive net present value means that the venture is feasible and a negative one indicates the unfeasibility.

A positive result will show that the venture earns enough to cover its costs.

Task 5

1. What is the overall rationale of the corporate parent in terms of how it envisages itself enhancing the value created by the business units for its stakeholders?

There is no 'best' corporate strategy. What matters is the consistency with which a corporate strategy is developed in terms of:

a) Clarity of the rationale of the corporate parent in seeking to add value to business units; 

b) The logic of the corporate portfolio; 

c) The nature and extent of the diversity of the portfolio; and d) the nature of the corporate control exercised by the corporate parent.

Value created:

· Beneficial control on business and better resources allocation through: a) Ready access to internal information

· Co-operation of business executives

· Real-time (not lagged) decision-making

· Enhanced potential for exploitation of slack, synergies, transferences and learning between businesses.

· Intervention in managerial appointments and development

Business would be better off on their own subject to ' market' mechanisms the centre:

a) Adds cost

b) creates' bureaucratic fog

c) Delays decisions and market responsiveness

d) Buffers business from investment realities

e) Provides a focus for Managerial ambition

Managerial ambition and empire building is a better explanation for corporate growth and development.

The multi business company:

[image: image3.png]Corporate parent

Centre

Divisions

Businesses

W The multi-business company




Corporate parent

The levels of management above that of the business units and without direct interaction with buyers and competitors. 

Value adding or Destroying:
The activities of the corporate parent should not be taken for granted. In the absence of clarity about how it adds value to the business, they are in danger of merely being a cost to those businesses and therefore reducing or destroying the value. 

Value Adding through:
· Improving efficiency (scale advantages from resource sharing, eg. in the use of infrastructure and other support services 
· Expertise; ( especially in services not available in smaller units)
· Investment and competence building
· Fostering innovation -coaching/learning ( knowledge creation processes)
· Mitigating risk – Easing the problems created by the variety and variability of demands from customers
· Image/networks
· Collaboration
· Standards/performance assessment ( setting standards )
Rational of the corporate parent:

1. Portfolio Manager - The portfolio manager is a corporate parent acting as an agent on behalf of financial markets and shareholders 
2. Restructurer - Identifying restructuring opportunities in businesses and have the skills to intervene to transform performance to those businesses. 
3. Synergy Manager - This can occur in situations where two or more activities complement each other, to the extent that their combined effect is greater than the sum of the parts
4. Parental Developer - The parental developer seeks to employ its own competences as a parent to add value to its business. 
Tools of corporate portfolio:

A number of tools have been developed for helping managers choose what businesses to have in a portfolio and the issues to consider include the following. 
· The balance of the portfolio;
· The attractiveness of the businesses in the portfolio in terms of how profitable they are.
· The degree of ‘fit’ that the businesses have with each other in terms of potential synergies or the extent to which the corporate parent will be good at looking after them.
2. What is the logic of the mix of business units in the corporate portfolio; and how does this make sense in terms of the corporate rationale?

· Efficiency leverage: improving efficiency- perhaps through scale advantages from resources sharing, particularly in the use of infrastructure support services and other overhead items. The corporate parent may have more leverage in either purchasing or market access.

· Expertise: providing expertise and services not available within smaller units.

· Providing investment, particularly during the early days of new ventures.

· Fostering innovation through the management of the knowledge creation processes.

· Mitigating risk which smaller units inevitable run, and easing the problems created by the variety and variability of demands from customers.

· Providing a strong external image from which smaller units can benefits and accessing external network better than any separate unit.

· Encouraging collaboration and co-ordination of effort which could result in products or services which a single unit could not deliver.

· Setting standards, assessing performance of individuals and units, and intervening to improve performance.

3. How to determine whether the extent and type of diversity of the corporation are sensible given the corporate rationale and the logic of the portfolio?

The extent of diversification should also be considered in relation to the rationale of the corporate strategy, the diversity of the portfolio and the relationship of the business units with the parent. Portfolio managers.-and restructures may be able to handle diverse portfolios employing largely financial control mechanisms Synergy managers and parental developers are likely to require less diverse portfolios and closer relationships with the business units.

4. How do corporate parent and business units interact particular the way in which the centre seeks to manage its business unit?

Corporate control is concerned with the way in which the corporate parent interacts with and guides the business units within its portfolio. It is important that the nature of this control is compatible with the other aspect of corporate strategy discussed.

Task 6

1. Explain the Ansoff Matrix

Ansoff matrix:

A tool that helps businesses decide their product and market growth strategy.
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Suggests that a business’ attempts to grow depend on whether it markets new or existing products in new or existing markets.

Growth strategies of the Ansoff matrix:
1. Market penetration
The business focuses on selling existing products into existing markets.

Market penetration seeks to achieve four main objectives:

• Maintain or increase the market share of current products – this can be achieved by a combination of competitive pricing strategies, advertising, sales promotion and perhaps more resources dedicated to personal selling

• Secure dominance of growth markets

• Restructure a mature market by driving out competitors; this would require a much more aggressive promotional campaign, supported by a pricing strategy designed to make the market unattractive for competitors

• Increase usage by existing customers – for example by introducing loyalty schemes
A market penetration marketing strategy is very much about “business as usual”. The business is focusing on markets and products it knows well. It is likely to have good information on competitors and on customer needs. It is unlikely, therefore, that this strategy will require much investment in new market research.

· To attract customers from directly competing products by penetrating the marketing without moving outside the organizations current range of products or services. This strategy begins with existing customers.

2. Market development
The business seeks to sell its existing products into new markets.

There are many possible ways of approaching this strategy, including:

• New geographical markets; for example exporting the product to a new country.

• New product dimensions or packaging: for example, new distribution channels.

• Different pricing policies to attract different customers or create new market segments.

3. Product development
· A growth strategy where a business aims to introduce new products into existing markets. This strategy may require the development of new competencies and requires the business to develop modified products which can appeal to existing markets.

· To develop significant new product, not a minor variation on an existing product. Number of reasons that might justify such a strategy is: to utilize excess production capacity. to counter competitive entry, to exploit new technology, to maintain stance as a product innovator, to protect overall market share.

4. Diversification
· The growth strategy where a business markets new products in new markets.

· This is an inherently more risk strategy because the business is moving into markets in which it has little or no experience.

· For a business to adopt a diversification strategy, therefore, it must have a clear idea about what it expects to gain from the strategy and an honest assessment of the risks. 

· When an organization diversifies, it moves out of its current products and markets into new areas. This will involve a step into the unknown and will carry a higher degree of business risk. 
· However the organization may minimize this risk if it moves into related markets. Related markets means a market that has some existing connection with its existing value chain.
There are 3 types of relationship based on the value chain:

1. Forward integration - A manufacture becomes involved in the activities of the organizations output such as distribution, transport and logistics.

2. Backward integration - The organization extends its activities to those of its inputs such as its suppliers of raw materials, plant and machinery.

3. Horizontal integration - The organization moves into areas immediately related to its existing activities because either they compete or they are complementary.

Diversification - unrelated markets: 

When an organization moves into unrelated markets it runs the risk of operating in areas here its detailed knowledge of the key factors for success is limited. Essentiality it acts as if it were a holding company. This doesn't mean that the strategy is without merit for 2 reasons:

1. There could be other connections in finance with the existing business that would justify such expansion.

2. There may be no connection but the diversification could still be operated successfully.

Task 7

1. What are the different types of organizational structures of companies?

Types of structures:

1. The simple structure – The organization is run by the personal control of an individual.

2. The functional structure – It is based on the primary activities that have to be undertaken by an organization such as production, finance and accounting, marketing, human resources and information management.

3. A multidivisional structure – Is built up of separate divisions on the basis of products, services or geographical areas.

4. The holding company structure – An investment company consisting of shareholdings in a variety of separate business operations.

5. The matrix structure – Is a combination of structures which could take the form of product and geographical divisions or functional and divisional structures operating in tandem. 

6. Team based structures – Attempts to continue both horizontal and vertical coordination through structuring people into cross functional teams.

7. Project based structures – Is one where teams are created, undertake the work and are then disclosed.

8. Intermediate structures – as new products or markets become more important and create more competition for resources, it may be necessary to create interdepartmental liaison roles.

2. What are the different types of networks?

Forms of networks:

1. The nature of work activities in many organizations has now changed such that may activities no longer need to take place in a particular location such as a factory or an office. Many more people are able to carry out their work independently but remain connected to corporate resources such as databases and specialist advice and to colleagues, suppliers and clients through telecommunications and computing infrastructure 

2. Networks may simply be loose federations of experts who voluntarily come together to integrate their expertise to create products or services.

3. A critical test of any strategy is whether it will provide best value products or services to customers. Part of this concerns the way in which a customer interfaces with an organization before, during and after purchase.

3. How does globalization and competition affect the organizational structure?

Globalisation

This presents a special problem for organizations in trying to balance the competitor’s forces of global community and local responsiveness.

4. What are the different processes and relationships within an organisational structure? 

The different processes within an organizational structure:

1. Direct supervision – The direct control of strategic decisions by one or few individuals.

2. Planning and control systems – Is where the successful implementation of strategies is achieved through systems that plan and control the allocation of resources and monitor their utilization.

3. Performance targets – Relate to the outputs of an organization, such as product quality, prices or its outcomes such as profit.

4. Market mechanisms – Involve some formalized system of contracting for resources.

5. Social/cultural processes – Are concerned with organizational culture and the standardization of norms.

6. Self-control – Achieve the integration of knowledge and coordination of activities by the direct interaction of individuals without supervision.

Relationships:

Centralisation and devolution – Internal relationships

Devolution – Concerns the extent to which the centre of an organization delegates decision making to units and managers lower down in the hierarchy.

Dividing responsibilities

What ways a corporate parent can add value to its constituent business units or departments. An important department for success is clarity around how responsibilities for decision making are to be divided between the centre and the business units.

Strategic planning

The relationship between the centre and the business unit is one of a parent who is the master planner prescribing detailed roles for departments and business units.

Financial control

The role of the centre is confined to setting financial targets, allocating resources, appraising performance and intervening to avert or correct poor performance.

Strategic control

Is concerned with shaping the behaviour in business units and with shaping the context within which managers are operating. 

Networks – Fostering relationships

Forms of networks:

The nature of work activities in many organizations has now changed such that may activities no longer need to take place in a particular location such as a factory or an office. Many more people are able to carry out their work independently but remain connected to corporate resources such as databases and specialist advice and to colleagues, suppliers and clients through telecommunications and computing infrastructure 

Networks may simply be loose federations of experts who voluntarily come together to integrate their expertise to create products or services.

A critical test of any strategy is whether it will provide best value products or services to customers. Part of this concerns the way in which a customer interfaces with an organization before, during and after purchase.

A one stop shop

Is where a physical presence is created though which all client enquiries are channelled. Deals with client enquiries by diagnosing the client’s needs and referring them to the most appropriate provider.

Configurations 

An organizations configurations consists of the structures, processes, relationships and boundaries through which the organization operates.

Boundaries – External relationships

Outsourcing

Occurs where organizations decide to buy in services or products that were previously produced in house.

Strategic alliances

May be much more overtly relational in the way the alliance is constructed as against the nature of many supplier customer relationships.

 Virtual organization

Are held together by partnership, collaboration and networking.

Task 8

1. Explain the strategic choices that Ricardo can make?

The Strategic Choices:

1. Focuses on decisions to be made in a particular planning situation, whatever their timescale and whatever their substance.

2. Highlights the subtle judgments involved in agreeing how to handle the uncertainties which surround the decision to be addressed - whether these be technical, political or procedural.

3. The approach is an incremental one, rather than one which looks towards an end product of a comprehensive strategy at some future point in time. This principle is expressed through a framework known as a `commitment package'. In this, an explicit balance is agreed between decisions to be made now and those to be left open until specified time horizons in the future.

4. The approach is interactive, in the sense that it is designed not for use by experts in a backroom setting, but as a framework for communication and collaboration between people with different backgrounds and skills.

2. List & explain the criteria for judging strategy.

The success or failure of a strategy will be related to three main success criteria:

1. Suitability – Is concerned with whether a strategy addresses the circumstances in which the organization is operating, the strategic position.

2. Acceptability of a strategy relates to three issues, the expected return from a strategy, the level of risk and the likely reaction of stakeholders. There are no absolute standards as to what constitutes a good or poor return or what an acceptable level of risk is. It will differ between industries, countries and also between different stakeholders.

3. Feasibility – is concerned with whether an organization has the resources and competencies to deliver a strategy. It is important to assess the organizations capability to deliver a strategy in terms of all the resources and competencies needed to succeed. Financial measures can assist as part of this assessment. Feasibility is also informed by implementation of a strategy. So strategies may need to be reshaped as implementation proceeds.

Task 9

1. What are the criteria for strategic decision in uncertain market

Maxi-min approach:

The Maxi-min criterion finds the alternative that maximizes the minimum outcome or consequence for every alternative. Here, we first locate the minimum outcome within every alternative and pick the alternative with the maximum value. Much like the maxi-max approach, when a manager or owner cannot assess the outcome probability with confidence then the maxi-min approach can be used. 

If worse comes worst option: 

· A gives a sales of 70.000 option.

· B gives 10.000

· C gives -90.000

· We choose the largest max of the minima. So option A would be preferable in this situation.

Maxi-max approach:

The Maxi-max criterion finds the alternative that maximizes the maximum outcome or consequence for every alternative. When a manager or owner cannot assess the outcome probabilities with confidence then the Maxi-max approach is used. This category of approach is referred to as decision making under uncertainty. We first locate the maximum outcome within each alternative, and then pick the alternative with the maximum value. Since, the Maxi-max decision criteria locates the highest possible gain, it has been called an optimistic decision criterion.

For each alternative management action the maximum result is taken. The maximum of these maxima is then chosen. Option A has a maximum of 110.000, option B has 170.000 and option C has 240.000. Using this criteria option C would be the best.

The maxi-max decision is based on an optimistic view of the future and perhaps readiness to take risk. If the company already has a couple of low risk investment, which are likely to give return on investment, this option can be chosen because they can take more risk.

2. How to reduce risk in an uncertain market?

Ways of reducing risk in an uncertain market:

1. Risk averse - Is the reluctance of a person to accept a bargain with an uncertain payoff rather than another bargain with a more certain, but possibly lower, expected payoff. For example, a risk-averse investor might choose to put his or her money into a bank account with a low but guaranteed interest rate, rather than into a stock that may have high returns, but also has a chance of becoming worthless.

2. Risk neutral - Is in between risk aversion and risk seeking. If offered either €50 or a 50% chance of €100, a risk averse person will take the €50, a risk seeking person will take the 50% chance of €100, and a risk neutral person would have no preference between the two options. 

3. Risk seeker – An investor who likes to take risk and is even willing to pay for it.

3. How to apply the outcome to the task?

You can apply these criteria to the task by either choosing the max-min, or max-,max approach. Also you can calculate by using the decisions under risk approach.

For this, calculate what the expected value is for all 3 options we have. 

For example like below:

S1: (70.000 × 30%) + (10000 × 50%) + (-90000 × 20%) =

	Value:
	Limited:
	Average:
	Large:
	Total:

	S1
	21000
	5000
	-18000
	8000

	S2
	30000
	70000
	6000
	106000

	S3
	33000
	85000
	48000
	166000


In this case option 3, a large number of flights will have the highest possible expected value. So therefore it’s best to choose this option.
Task 10

1. What are the different structures in organizational configurations?

The different types of structures:

1. The simple structure - The organization is man by the personal control of an individual. The configuration of the organization centers on the relationships that individual can foster and maintain (both inside and outside the organization) and the largely informal processes y which this is done. 

There is little division of management responsibility and probably little clear definition of who is responsible for what if there is more than one person involved. The main problem here is that the organization can operate effectively only up to a certain size, beyond which it becomes too cumbersome for one person to control alone.

2. The functional structure - Is based on the primary activities that have to be undertaken by an organization such as production, finance and accounting, marketing, human resources and information management. This structure is found in smaller companies or those with narrow rather than diverse product ranges. 

The advantages of functional structure are that it allows greater operational control at a senior level, the disadvantages particularly as organizations become larger or more diverse. In such circumstances, senior managers might being a strategic perspective on problems.

3. The multidivisional structure - Is built up of separate divisions on the bases of products, services or geographical areas. Divisionalization often comes about as an attempt to overcome the problems that functional structures have in dealing with the diversity.

4. The holding company structure – Is an investment company consisting of shareholdings in a variety of separate business operations. These businesses may operate independently and may retain their original company name. 

A holding company structure is based on the idea that the constituent businesses will operate their product/market strategy to their best potential if left alone, as business environments become more turbulent.

The holding company may claim benefits such as the spreading of individual companies. The greatest weakness of this structure is the lack of internal strategic cohesion and duplication of effort between businesses.

5. The matrix structure - Is a combination of structures which could take the form of product and geographical divisions or functional and divisional structures operating in tandem.

Matrix structure do not occur only in large, complex, organizations they are common in professional service organization both public and private sector. 

Matrix structure takes long time to each decision since they may result from bargaining or consensus rather than imposition.

6. Team based structure - Attempts to combine both horizontal and vertical coordination through structuring people into cross-functional teams. Sometimes these structures are adopted to reflect the diversity of customers.

7. Project based structure - Is one where teams are created undertake the work and are then dissolved. This is appropriate for organizations that deliver large, expensive and durable goods or services or those delivering time limited events such as conferences, sporting events or even management development programmers. 

Team based and project based structures have been growing in importance because of their inherent flexibility which is seen as so important in a fast moving world where individual knowledge and competences need to be redeployed and integrated quickly and in novel ways.

8. Intermediate structure - This is when blending together the different so organizational structures to match the organizations circumstances in ensuring that structures can change with time and in ensuring that the various strands of an organizations configuration (structure. processes and relationships) work well together.

2. What are the different processes in the organizational configurations? 

The different processes:

1. Direct supervision – Is the direct control of strategic decisions by one of a few individuals. It's a dominant process in small organizations and can also exist in larger organizations where little change is occurring and if the complexity of the business is not too great for a small number of managers to control the strategy in detail from the center. It’s often found in family businesses and in parts of the public sector. Direct supervision may also be appropriate during major change.

2. Planning and control systems – This is where the successful implementation of strategies is achieved through systems that plan and control the allocation of resources and monitor their utilization. A plan would cover all parts of the organization and show clearly in financial terms the level of resources allocated to each area.

3. Performance targets - Relate to the outputs of an organization or part of an organization, such as product quality, process or its outcomes such as profit.

Balance scorecard: Combine both qualitative and quantitative measures, acknowledge the expectations of different stakeholders and relate an assessment of performance to choice of strategy.

4. Market mechanisms - Involve some formalized system of contracting for resources or inputs from other parts of an organization and for supplying outputs to other parts of an organization.

5. Social/Cultural process - Social processes are concerned with organizational culture and the standardization of norms. Social processes can be important between organizations in their approach to competition and collaboration. Also important in organizations facing complex and dynamic environments.

6. Self-control (personal behavior and motivation) - Processes of self-control achieve the integration of knowledge and coordination of activities by the direct interaction of individuals without supervision. Personal supervision of individuals is strongly influenced by the type of leaders and leadership style.

3. What are the different kinds of relationships and boundaries in the organizational configuration?

The different kinds of relationships:

1. Centralization vs. devolution: devolution concerns the extent to which the center of an organization delegates decision making to units and managers lower down in the hierarchy.

2. Dividing responsibilities: an important determinant of organizing for success is clarity around how responsibilities for decision making are to be divided between the center and the business units.

3. Strategic planning: it's the most centralized of the 3 approaches, in a strategic planning style, the relationship between the center and the business units is one of a parent who is the master planner prescribing detailed roles for departments and business units, which are seen as agencies whose role is confined to the operational delivery of the plan.

4. Financial control: in financial control the role of the center is confined to setting financial targets, allocating resources, appraising performance and intervening to avert of correct poor performance.

5. Strategic control: is concerned with shaping the behavior in business units and with shaping the context within which managers are operating.

Boundaries:

1. Outsourcing: Occurs where organizations decide to buy in services or products that were previously produced in house. 

Important principles were established when searching for candidates for outsourcing:

· An outside supplier can provide between values for money than in house provision.

· Core competences should not normally be outsourced since these activities critically underpin competitive advantages.

2. Strategic alliances: May be much more overtly relational in the way the alliance is constructed.

3. Virtual organization: Are held together not through formal structure and physical proximity of people, but by partnership collaboration and networking.

4. Networks: 

· A one stop shop: Is where a physical presence is created though which all client enquiries are channeled.

· A one start shop: Deals with client enquiries by diagnosing the client’s needs and referring them to the most appropriate provider.

4. How do the three aspects relate to the organizational configuration?

Organizational Configuration - Consists of the structure, processes, relationships and boundaries through which the organization operates.

Issues about configurations and strategy:

· Typical configurations and how they change.

· Global organizations as an example of changing configurations.

· Reinforcing cycles- The links with other aspects of strategy.

	Mintzbergs six organizational configurations

	Situational Factors
	Design Parameters

	Configuration
	Environment
	Internal
	Key part of organization
	Key process

	Simple
	Simple/dynamic Hostile
	Small Young Simple tasks CEO control
	Strategic apex
	Direct supervision

	Machine bureaucracy
	Simple/static
	Old 

Large

Regulated task

Technocrat control
	Techno structure
	Planning and control systems

	Professional bureaucracy
	Complex/static
	Simple systems

Professional control
	Operating core
	Planning systems

	Divisionalised
	Simple/static Diversity
	Old

Very large

Divisible tasks

Middle line control
	Middle Line
	Socio control

Performance targets

	Adhocracy
	Complex/dynamic
	Often young

Complex tasks

Expert control
	Operating core

Support Staff
	Social processes

Self control

	Missionary
	Simple/static
	Middle aged

Often enclaves

Simple systems

Ideological control
	Culture
	Social processes


1. Simple Structure
Entrepreneurial setting: relies on direct supervision from the strategic apex, the CEO.

2. Machine Bureaucracy 
Large organisations: relies on standardisation of work processes by the techno-structure.

3. Professional Bureaucracy 
The professional services firm: relies on the professionals' standardisation of skills and knowledge in the operating core.

4. Divisionalised Form
Multi-divisional organisation: relies on standardisation of outputs; middle-line managers run independent divisions

5. Adhocracy
Project organisations: highly organic structure with little formalization; relies on mutual adjustment as the key coordinating mechanism within and between these project teams. 

6. Missionary Form
Coordination occurs based on commonly held ideologies or beliefs: standardisation of norms.

5. How do global companies use organizational structures?

Organizational structures:

1. International division – When a company has a branch that is located abroad and that abroad company is said to be attached with the original company. The abroad unit is required to control all the activities which are to be performed internationally. It is usually based on the characteristics like a function, product or on geography. This structure is designed do that the multinational will have a free access to explore the resources that are present internationally.

2. International subsidiaries – Provides fast, cost-efficient penetration of new markets for technology, life science, and healthcare businesses. We increase your return on cross-border & cross-market investments by reducing your time-to-market, reducing your market-entry-risk, and reducing your business development costs.

3. Global product companies – Standardized products within a common brand name with uniform features in all countries.

4. Transnational cooperation’s – A corporation or an enterprise that manages production or delivers services in more than one country.

Task 12

1. What is the dynamic relation between a company’s resources and the organizational strategies?

Integrating resources
The is about how resources and competences in separate resource areas need to support an organization’s strategies and may also be the basis on which new strategies can he built. However, there is a third issue that has only partly emerged from the consideration of the separate resource areas above. Most organizational strategies not only require competences in separate resource areas, they require an ability to pull a range of resources and competences together both inside the organization and in the wider value chain. 
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For example, Exhibit 10.13 shows some of the resources and activities that need to be integrated by an organization hoping to gain competitive advantage through its competence in bringing new products to the market more quickly than competitors. This can be a complex matter and, therefore, may be the basis of competitive advantage. Competence in new product launches requires an ability to integrate and co-ordinate the separate activities of R&D. manufacture, etc., each of which, in turn, involves bringing together a complex mixture of resources. 
It is not sufficient simply to own these resources or to the competent in these separate activities. It is the ability to link these together effectively and quickly that determines the success or failure of the strategy and could be a source of real competitive advantage. 

The concluding message of the chapter as a whole is the same as for the separate resource areas. Systems developments have made important contributions to the performance of many organizations.

For example the way in which enterprise resource planning (ERP) has helped with resource integration,
2. What is the relationship between the human resources strategies with the company’s overall strategies?

Managing people

Human resource issues are a central concern and responsibility of most managers in organizations. Although formal HR systems and structures may be vitally important in supporting successful strategies, they may hinder strategy if they are not being tailored to the strategies being pursued.  

E.g. High recruitment procedures may deter applications from creative individuals who do not see themselves working in a bureaucratic environment. For companies whose strategies are built around high rates of innovation in products or processes this could prove disastrous as they fail to attract the right kind of recruit. 

The relationship between the people and successful strategies goes beyond the traditional agenda of the HR function and is concerned with behaviors as much as competencies.

Soft and hard human resource approaches

Hard human resource approaches

How systems and procedures can be used to acquire, utilize, develop and retain people.

Soft human resource approaches

Are concerned with people behavior, both individually and collectively.

People as a resource

Strategic capability is concerned with how resources are deployed, managed, controlled and in the case of people, motivated to create competencies in those activities and business processes needed to run the business. 

HR activities can help enable successful strategies in the following ways:

1. Audits to assess HR requirements to support strategies and or identify people based core competencies on which future strategies might be built.

2. Goal setting and performance assessment of individuals and teams. This improves the chances of appraisals linked to strategy.

3.  The use of rewards has to take on board the responsibility of more team working in delivering strategy. Highly geared individual incentives often found in sales forces may undermine this teamwork.

4. Recruitment is a key method of improving strategic capability, particularly were new competitors are needed in the organization.

5. The existence of uniquely competent individuals in an organization such as a top surgeon, lawyer or leading academic in a university. If excellence is to be sustained, a major concern for HR policy should be how those persons knowledge can be spread in the organization, by mentoring roles or codification of their knowledge into work routines.

6. In training and development there has to be a reduction in the use of format programmes and more coaching and mentoring to support self development. 

Organizing people
The HR function: 
There are a number of important considerations concerning the HR function in organizations. The most challenging question is whether a specialist HR function is needed at all, or at least whether its traditional scale and functions are appropriate. 
In principle (and in practice in many organizations), people can be managed strategically without a specialist HR function. The alternative is that these HR activities are devolved in the organization to line managers. 
If an HR function is felt to be valuable against these measures then the expectations as to its broad role must be clear and consistent with the discussion above. 
The strategic responsibility for HR could be entirely devolved to line managers and the HR function remains as a service provider - for example, undertaking recruitment or arranging training. Alternatively its role could be to ‘set the rules’ within which line managers operate, for example on pay and promotions (i.e. the regulation. If an HR function is to have a strategic role this could be either in an advisory role (fulfilling the benchmarking of best practice role mentioned above) or as change agents moving the organisation forward. 

The type of staff, the nature of the strategy and the broad structural arrangements in the organisation are all important. For example, some aspects of HR strategy need to be controlled centrally because they are central to the delivery of corporate-level strategies, whilst other aspects can the usefully devolved since they need to be interpreted differently in different parts of the organisation. 

Middle (line) managers

· Research confirms the concerns as to whether the circumstances in which line managers operate are conducive to their doing a good job on HR issues and hence the risk that strategic success is not enabled as much as it could be: 

·  The short-term pressures to meet targets do not help line managers in taking a more strategic view of HR issues. Downsizing and dc-layering have left the 
remaining managers too bus. 
· Trade unions and professional associations have tended to resist a dispersion of HR responsibility. From a union’s point of view it is much easier to deal with a single, centralized authority’. Professional bodies may take a similar view. 

· Managers may lack the incentive to take on more HR activities, either directly in their pay or grade or indirectly in their judgment as to which competencies make them more marketable outside the company. 
First and foremost is undertaking and living the change themselves. So their influence as a role model is important.  To help and assist their staff in understanding and adjusting to change. This is the role of the mentor or coach. 
Third is the translator of top-down strategies into practical strategies that work on the ground in their part of the organisation. 

· They also need to be able to manage the detailed implementation of strategy this is the project manager role. 
Fifth is the instigator or champion of ideas and initiatives. This is a reminder that many successful strategies are driven bottom-up and not top-down. They are likely to synthesize information for this purpose and to influence top management perceptions by the slant they put on that information. This is a significant source of power for middle managers — the information gatekeeper. 

· The need to keep the organisation functioning whilst new strategies and changes are brought in. This is the role of the guardian of the organization’s performance and reputation. 
It can be seen that each of these roles will have a crucial influence on the ability of people to adjust to change. The implication for top managers is not to bypass middle managers in the strategy development process; otherwise the changes may not stick with the people in the organisation, 

Structures and roles 
People may be held back from enabling strategic success because the traditional structures and roles do not match future strategies. 
For example, many service organizations have inherited a job demarcation and grading structure that worked well historically- but is not suited to a world where service organizations are driven by IT systems as well as people. 
So most of the clerical roles that were needed to push paper’ should be replaced by IT systems that take over and routines that work. This would then allow those staff to spend more time supporting the professionals (say, teachers in a school) or in advising customers. 
However, these changes are not quite as easy to effect as it might seem, as organizations are driven by the old structures and roles shored. 
The role of information in enabling different competitive strategies is as follows:

1. Routinisation (Positions 1 and 2 on the strategy clock) – Where the role of information, usually through IT systems is to reduce drastically the cost of transactions with customers.

2. Mass Customization – (Position 3 on the strategy clock) – Where IT can create more products features that are valued at the same or lower price.

3. Customization (Positions 4 and 5 on the strategy clock) – Where information can be provided to customers through websites in advance of any face to face or telephone contact, which is reserved for advising a much more knowledgeable customer.

4. The IT laggards – Who do not value the features that IT can offer and will remain significant parts of the market in most sectors. This provides a continuing opportunity for those providers who are especially good at providing information in more traditional ways such as face to face service. 

Information and changing business models
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A business model describes the structure of product, service and information flows and the roles of the participating parties. This includes potential benefits and sources of revenue to each of the parties.
By significantly extending the functions that traditional business models can offer. For example, sourcing or selling through setting up c-auctions is both easy and cheap and can lead to significantly reduced purchasing costs or increased revenues. Trust services (such as supplier or customer certification or vetting) extend the kinds of information services often available to members of trade associations. 
Other information functions in the value chain can be provided more efficiently or effectively by value chain service specialists - such as payments or logistics .Some organization’s see benefits in leaving a number of value chain activities to specialists who create third-party marketplaces and may offer web-based marketing, branding, payment systems, logistics and so on. Often this would be viewed as a complementary route to market rather than a complete replacement. 

It could be argued that these first two categories are little more than the exploitation of IT to enable improvements in the efficiency and effectiveness of information processing within ‘old’ business models. Some of the most exciting developments are where IT is enabling business models that are not possible without IT. 
So IT is genuinely transformational in driving strategic changes in and between organizations. Perhaps the most well established example is the information brokerage role of companies like Yahoo! with their search engines. Virtual communities can be sustained by IT — as Amazon tries to do in bringing authors, readers and publishers into dialogue on their website. Sometimes if can provide a collaboration platform such as allowing customers and suppliers to work together on product design using specialist IT design tools.
IT is creating a world with fewer ‘gatekeepers’ - so flattened structures, with more direct communication of strategy’ to and from the front line and more direct interaction at much lower levels across the organization (and with external stakeholders). But this interaction is informed by a common database and ‘regulated’ by guidelines or rules within these information systems. It is also a world where the key decision makers are much better informed about the impact of past strategies and outside influences through the accumulation of knowledge from the front line on day-to-day issues like customer queries (for example, on helplines). 
Implications for managers

• Managers need to realize that IT can transform the organization, not just fine- tune current strategies and processes. They need to move away from seeing information management as a support function and place it on a par with other business functions. 
• Information managers need to understand the full potential of IT from their professional knowledge and external networks (i.e. be the company bench- marker). They need to understand the limitations of IT too - for example, it cannot replace certain types of knowledge (such as intuition). They need to be involved in and credible on business strategy as part of the corporate team and not sit on the sidelines and see new business opportunities that IT could open up. They need to have the influencing skill to educate and persuade senior colleagues about these opportunities.
3. How can the way technology development is managed influence the success of strategies?

Managing technology

The link between business strategy and technology is likely to be dependent on context. So factors such as company size, industry sector and product type will shape the relationship.

A number of different types of innovation where strategic implications are different have been identified, which are called technological paths or trajectories:

• Supplier dominated innovation — Such as in agriculture, with advances in machinery, fertilizers and pesticides. The strategic issue for an agricultural producer is rapid learning on how these new technologies might transform  business processes in ‘their’ part of the value chain. Capitalizing on this type of supplier-led innovation remains the current challenge for organization’s  in many different sectors in exploiting computer hardware and software developments. 
• Scale-intensive innovation — such as complex manufacturing systems in automobiles and other sectors — where advantage is gained from economies of scale and learning results from that scale, as discussed in Chapter 4. Here the strategic challenge is to ensure that incremental learning does occur and best practice is diffused through the organization. 
• Information-intensive innovation — such as in financial services, retailing or travel where the exploitation of IT is the central strategic issue. 
• Science-based innovation is still important in many sectors such as pharmaceuticals, electronics, materials and engineering. The strategic challenges are to monitor academic research, develop products and acquire the resources to achieve commercial-scale production. An associated task is the assessment and management of risk. 
4. What is the relationship between managing finances and a company’s overall strategies?

Managing Finance

Money and the way that it is managed can be a key determinant of strategic success.  From a shareholder’s point of view, what matters is the cash-generating capability of the business since this determines the ability to pay dividends in 
the short term and to reinvest for the future (which, in turn, should enable a  future flow of dividend payments). The public sector equivalent is the need  to deliver best value within financial limits.
However, as highlighted in previous sections in this chapter, strategic success   in this case enabled through good financial management — cannot he  achieved through a set of rules’ and priorities which apply in equal measure  to all organization’s and at all times. The relationship between finance and strategic success is dependent on context. 
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There are three broad issues that organizations of all types face:
1. Managing for value – Whether this is concerned with creating value for shareholders or ensuring the best use of public money, is an important consideration for and responsibility of managers.

2. Funding strategic developments – The nature of funding is appropriate for the type strategy and vice versa. This is concerned with balancing business and financial risks.

3. The financial expectations of stakeholder will vary – Both between different stakeholders and in relation to different strategies. This should influence managers in both strategy development and implementation.
5. Match a companies core competencies with the desired strategy in order to obtain a competitive advantage.
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Task 13

1. Why was marks and Spencer so successful?

Michel Marks began his business as a Penny Bazaar in late 1880's, a penny bazaar means that the majority of his products only cost one penny. Then when his business expanded he decided that he needs a new partner to help perform all the responsibilities a growing organization brings. Tom Spencer, a cashier of Marks supplier. was recommended and from this partnership Marks and Spencer (M&S) steadily grew.

2. What does the organizational context at marks and Spencer’s look like?

Contextual features:

"

Time – How quickly change is needed?

Scope – What degree of change is needed?

Preservation – What organizational resources and characteristics need to be maintained?

Diversity – How homogeneous is the staff groups and divisions within the organization? 

What is managerial and personal capability to implement change?

What is the degree of change resource available?

How prepared is the workforce for a change?

What power does the leader have to change and impose?

3. What kind of cultural characteristics can you identify at Marks and Spencer’s?

4. How is the leadership role carried out at marks and Spencer’s

Leadership is the process of influencing an organization or group within an organization in its effort towards achieving an aim or goal. Strategic leaders are typically top managers; they are often categorized in 2 ways:

Charismatic leaders, who are mainly concerned with building a vision for the organization and energizing people to achieve it, and are therefore usually associated with managing change.

Instrumental of transactional leaders, who focus more on designing systems and controlling the organizations activities, and are more likely to be associated with improving the current situation.

I think in marks and Spencer is using instrumental.

Task 14

1. Explain the strategic evaluation and why it takes place?

Strategy evaluation is necessary for all sized and kinds of organizations. Strategy evaluation should initiate managerial questioning of expectations and assumptions should trigger a review of objectives and value and should stimulate creativity in generating alternatives and formulating criteria of evaluation. 

Strategy evaluation activities should be performed as a continuing basis rather than at the end of specified periods of time or just after problems occur.
Strategic evaluation criteria:

1. Consistency 
2. Conscience 

3. Feasibility

4. Advantage 

2. What are the process/steps involved in strategic framework?
Strategic framework

· Document describing an envisaged new environment or dispensation
· Description of strategic intent on holistic and conceptual level
· Provides context within which the transformation to the envisaged environment will take place
· Presents consensus view of all key stakeholders
Measuring organizational performance:

This activity includes comparing expected results to actual results, investigating deviation from plans, evaluating individual performance and examining progress being made toward meeting stated objectives. Both long term and annual objectives are commonly used in this process. Strategy evaluation is based on both quantitative and qualitative criteria, selecting the exact set of criteria for evaluating strategies depend on a particular organizations size, industry, strategies, and management philosophy.

Taking corrective actions:

This requires making changes to reposition a firm competitively for the future. Changes that may be needed are altering an organizations structure, replacing one of more key individuals, selling a division or revising a business mission. Other changes could include establishing or revising objectives, devising new policies, issuing stock to raise capital, adding additional salespersons, and allocating resources differently or developing new performance incentives. Taking corrective actions does not necessarily mean that existing strategies will be abandoned or even that new strategies mush be formulated.

3. Explain the framework and the model, complexity, sensitivity and essential in relation to strategic evaluation.

Strategy evaluation activated must be economical, too much information can be just as bas as too little information and too many control can do more harm than good. Strategy evaluation activities also should be meaningful they should specifically relate to a firms objectives. They should provide managers with useful information about tasks over which they have control and influence. Strategy evaluation activates should provide timely information on occasion and in some areas managers may need information daily.

Strategy evaluation should be designed to provide a true picture of what is happening, and then that information should be directed to those individuals in the organization who need to take action based on it.

	Strategic Management Lectures:


Strategic Management Lecture 1

Macro/Micro Environment

Macro environment:

· Major external and uncontrollable factors that influence an organization's decision making, and affect its performance and strategies. 

· These factors include the economic, demographics, legal, political, and social conditions, technological changes, and natural forces. 

Micro environment:

· Factors or elements in an organization's immediate area of operations that affect its performance and decision making freedom. 

· These factors include competitors, customers, distribution channels, suppliers, and the general public.

	PESTEL analysis of the macro-environment:

	Factor
	Definition
	Example


How and to what degree a government intervenes in the economy. Specifically, political factors include areas such as tax policy, labour law, environmental law, 
	
restriction" 
trade restrictions
, tariffs, and political stability.
	· International trade

· Taxation policy
	


Include economic growth, interest rates, exchange rates and the 
	
rate" 
inflation rate
. These factors have major impacts on how businesses operate and make decisions.
	· Interest rates

· Exchange rates

· Inflation

· Unemployment

· Stock market
	

	Social 
	Include the cultural aspects and include health consciousness, population growth rate, age distribution, career attitudes and emphasis on safety. Trends in social factors affect the demand for a company's products and how that company operates.
	· Ageing population

· Income distribution

	Technological
	Include ecological and environmental aspects, such as automation, technology incentives and the rate of technological change.
	· Innovation

· New product development


Include weather, climate, and 
	
change" 
climate change
, which may especially affect industries such as tourism, farming, and insurance.
	· Global warming

· Environmental issues
	

	Legal
	These factors can affect how a company operates, its costs, and the demand for its products.
	· Health and safety law

· Employment law


	Micro environmental factors:

	Customers
	Organisations survive on the basis of meeting the needs, wants and providing benefits for their customers. Failure to do so will result in a failed business strategy.

	Employees
	Employing the correct staff and keeping these staff motivated is an essential part of the strategic planning process of an organisation. Training and development plays an essential role particular in service sector marketing in-order to gain a competitive edge.  This is clearly apparent in the airline industry.

	Suppliers
	Increase in raw material prices will have a knock on affect on the marketing mix strategy of an organisation. Prices may be forced up as a result. Closer supplier relationships are one way of ensuring competitive and quality products for an organisation. 

	Shareholders
	As organisation require greater inward investment for growth they face increasing pressure to move from private ownership to public.  However this movement unleashes the forces of shareholder pressure on the strategy of organisations. Satisfying shareholder needs may result in a change in tactics employed by an organisation.

	Media
	Positive or adverse media attention on an organisations product or service can in some cases make or break an organisation.. Consumer programmes with a wider and more direct audience can also have a very powerful and positive impact, forcing organisations to change their tactics.

	Competitors
	The name of the game in marketing is differentiation. What benefit can the organisation offer which is better then their competitors. Can they sustain this differentiation over a period of time from their competitors? Competitor analysis and monitoring is crucial if an organisation is to maintain its position within the market. 


Strategic Management Lecture 2

Corporate Parents

Corporate level strategy:

Is concerned with the overall purpose and scope of an organization and value will be added to the different parts, business units of the company.

The multi business company:
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Corporate parents

Value adding or Destroying:
The activities of the corporate parent should not be taken for granted. In the absence of clarity about how it adds value to the business, they are in danger of merely being a cost to those businesses and therefore reducing or destroying the value. 

Value Adding through:
· Improving efficiency (scale advantages from resource sharing, eg. in the use of infrastructure and other support services 
· Expertise; ( especially in services not available in smaller units)
· Investment and competence building
· Fostering innovation -coaching/learning ( knowledge creation processes)
· Mitigating risk
· Image/networks
· Collaboration
· Standards/performance assessment ( setting standards )
Rational of the corporate parent:

5. Portfolio Manager - The portfolio manager is a corporate parent acting as an agent on behalf of financial markets and shareholders 
6. Restructurer - Identifying restructuring opportunities in businesses and have the skills to intervene to transform performance to those businesses. 
7. Synergy Manager - This can occur in situations where two or more activities complement each other, to the extent that their combined effect is greater than the sum of the parts
8. Parental Developer - The parental developer seeks to employ its own competences as a parent to add value to its business. 
Tools of corporate portfolio:

A number of tools have been developed for helping managers choose what businesses to have in a portfolio and the issues to consider include the following. 
· The balance of the portfolio;
· The attractiveness of the businesses in the portfolio in terms of how profitable they are.
· The degree of ‘fit’ that the businesses have with each other in terms of potential synergies or the extent to which the corporate parent will be good at looking after them.
The BCG matrix:
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The BCG matrix method is based on the product life cycle theory that can be used to determine what priorities should be given in the product portfolio of a business  unit. To ensure long-term value creation, a company should have a portfolio of products that contains both high-growth products in need of cash inputs and low-growth products that generate a lot of cash. It has 2 dimensions: market share and market growth. The basic idea behind it is that the bigger the market share a product has or the faster the product's market grows the better it is for the company.
	Placing products in the BCG matrix results in 4 categories in a portfolio of a company:

	1. Stars (=high growth, high market share)
- use large amounts of cash and are leaders in the business so they should also generate large amounts of cash.
- Frequently roughly in balance on net cash flow. However if needed any attempt should be made to hold share, because the rewards will be a cash cow if market share is kept.
	2. Cash Cows (=low growth, high market share)
- profits and cash generation should be high , and because of the low growth, investments needed should be low. Keep profits high
- Foundation of a company

	3. Dogs (=low growth, low market share)
- avoid and minimize the number of dogs in a company.
- beware of expensive ‘turn around plans’.
- deliver cash, otherwise liquidate
	4. Question Marks (= high growth, low market share)
- have the worst cash characteristics of all, because high demands and low returns due to low market share
- if nothing is done to change the market share, question marks will simply absorb great amounts of cash and later, as the growth stops, a dog.
- either invest heavily or sell off or invest nothing and generate whatever cash it can. Increase market share or deliver cash


Strategic Management Lecture 3

Methods of Development

Strategies - Developed by building up an organisation’s own resource base and competences. 

Joint development - Where two or more organisations share resources and activities to pursue a strategy. 

Alliances - vary considerably in their complexity, from simple two-partner alliances created to co-produce a product to one with multiple partners created to provide complex products and solutions.

Forms of alliances

1. Ownership:

· Joint ventures - Arrangements where organisations remain independent but set up a newly created organisation jointly owned by the parents. 

· Consortia - Two or more organisations will typically be more focused on a particular venture or project. 

2. Loose (market)

· Networks: organisations work in collaboration without formal relationships, but through a mechanism of mutual advantage and trust. (e.g. code sharing) 

· Opportunistic alliances: focused around particular ventures or projects, but again may not be highly formalised. These arrangements are much nearer to market relationships than to contractual relationships. 

3. Contractual

· Franchising: franchise holder undertakes specific activities such as manufacturing, distribution or selling, but the franchiser is responsible for the brand name, marketing and probably training. 

· Licensing: common in science-based industries, where, for example, the right to manufacture a patented product is granted for a fee. 

· Subcontracting: a company chooses to subcontract particular services or part of a process

For alliances to successful the following need to be present:

· Trust.

· Senior management support.

· Performance expectations. (Performance expectations should be defined and met) 

· Goals and organisational arrangements.

· Compatibility.

· Evolving and changing. (Allowing the alliance to evolve and change rather than prescribing it too parochially at the outset)

Task 10

2. What are the different structures in organizational configurations?

The different types of structures:

9. The simple structure - The organization is man by the personal control of an individual. The configuration of the organization centers on the relationships that individual can foster and maintain (both inside and outside the organization) and the largely informal processes y which this is done. 

There is little division of management responsibility and probably little clear definition of who is responsible for what if there is more than one person involved. The main problem here is that the organization can operate effectively only up to a certain size, beyond which it becomes too cumbersome for one person to control alone.

10. The functional structure - Is based on the primary activities that have to be undertaken by an organization such as production, finance and accounting, marketing, human resources and information management. This structure is found in smaller companies or those with narrow rather than diverse product ranges. 

The advantages of functional structure are that it allows greater operational control at a senior level, the disadvantages particularly as organizations become larger or more diverse. In such circumstances, senior managers might being a strategic perspective on problems.

11. The multidivisional structure - Is built up of separate divisions on the bases of products, services or geographical areas. Divisionalization often comes about as an attempt to overcome the problems that functional structures have in dealing with the diversity.

12. The holding company structure – Is an investment company consisting of shareholdings in a variety of separate business operations. These businesses may operate independently and may retain their original company name. 

A holding company structure is based on the idea that the constituent businesses will operate their product/market strategy to their best potential if left alone, as business environments become more turbulent.

The holding company may claim benefits such as the spreading of individual companies. The greatest weakness of this structure is the lack of internal strategic cohesion and duplication of effort between businesses.

13. The matrix structure - Is a combination of structures which could take the form of product and geographical divisions or functional and divisional structures operating in tandem.

Matrix structure do not occur only in large, complex, organizations they are common in professional service organization both public and private sector. 

Matrix structure takes long time to each decision since they may result from bargaining or consensus rather than imposition.

14. Team based structure - Attempts to combine both horizontal and vertical coordination through structuring people into cross-functional teams. Sometimes these structures are adopted to reflect the diversity of customers.

15. Project based structure - Is one where teams are created undertake the work and are then dissolved. This is appropriate for organizations that deliver large, expensive and durable goods or services or those delivering time limited events such as conferences, sporting events or even management development programmers. 

Team based and project based structures have been growing in importance because of their inherent flexibility which is seen as so important in a fast moving world where individual knowledge and competences need to be redeployed and integrated quickly and in novel ways.

16. Intermediate structure - This is when blending together the different so organizational structures to match the organizations circumstances in ensuring that structures can change with time and in ensuring that the various strands of an organizations configuration (structure. processes and relationships) work well together.

2. What are the different processes in the organizational configurations? 

The different processes:

7. Direct supervision – Is the direct control of strategic decisions by one of a few individuals. It's a dominant process in small organizations and can also exist in larger organizations where little change is occurring and if the complexity of the business is not too great for a small number of managers to control the strategy in detail from the center. It’s often found in family businesses and in parts of the public sector. Direct supervision may also be appropriate during major change.

8. Planning and control systems – This is where the successful implementation of strategies is achieved through systems that plan and control the allocation of resources and monitor their utilization. A plan would cover all parts of the organization and show clearly in financial terms the level of resources allocated to each area.

9. Performance targets - Relate to the outputs of an organization or part of an organization, such as product quality, process or its outcomes such as profit.

Balance scorecard: Combine both qualitative and quantitative measures, acknowledge the expectations of different stakeholders and relate an assessment of performance to choice of strategy.

10. Market mechanisms - Involve some formalized system of contracting for resources or inputs from other parts of an organization and for supplying outputs to other parts of an organization.

11. Social/Cultural process - Social processes are concerned with organizational culture and the standardization of norms. Social processes can be important between organizations in their approach to competition and collaboration. Also important in organizations facing complex and dynamic environments.

12. Self-control (personal behavior and motivation) - Processes of self-control achieve the integration of knowledge and coordination of activities by the direct interaction of individuals without supervision. Personal supervision of individuals is strongly influenced by the type of leaders and leadership style.

3. What are the different kinds of relationships and boundaries in the organizational configuration?

The different kinds of relationships:

6. Centralization vs. devolution: devolution concerns the extent to which the center of an organization delegates decision making to units and managers lower down in the hierarchy.

7. Dividing responsibilities: an important determinant of organizing for success is clarity around how responsibilities for decision making are to be divided between the center and the business units.

8. Strategic planning: it's the most centralized of the 3 approaches, in a strategic planning style, the relationship between the center and the business units is one of a parent who is the master planner prescribing detailed roles for departments and business units, which are seen as agencies whose role is confined to the operational delivery of the plan.

9. Financial control: in financial control the role of the center is confined to setting financial targets, allocating resources, appraising performance and intervening to avert of correct poor performance.

10. Strategic control: is concerned with shaping the behavior in business units and with shaping the context within which managers are operating.

Boundaries:

1. Outsourcing: Occurs where organizations decide to buy in services or products that were previously produced in house. 

Important principles were established when searching for candidates for outsourcing:

· An outside supplier can provide between values for money than in house provision.

· Core competences should not normally be outsourced since these activities critically underpin competitive advantages.

2. Strategic alliances: May be much more overtly relational in the way the alliance is constructed.

3. Virtual organization: Are held together not through formal structure and physical proximity of people, but by partnership collaboration and networking.

4. Networks: 

· A one stop shop: Is where a physical presence is created though which all client enquiries are channeled.

· A one start shop: Deals with client enquiries by diagnosing the client’s needs and referring them to the most appropriate provider.

4. How do the three aspects relate to the organizational configuration?

Organizational Configuration - Consists of the structure, processes, relationships and boundaries through which the organization operates.

Issues about configurations and strategy:

· Typical configurations and how they change.

· Global organizations as an example of changing configurations.

· Reinforcing cycles- The links with other aspects of strategy.

	Mintzbergs six organizational configurations

	Situational Factors
	Design Parameters

	Configuration
	Environment
	Internal
	Key part of organization
	Key process

	Simple
	Simple/dynamic Hostile
	Small Young Simple tasks CEO control
	Strategic apex
	Direct supervision

	Machine bureaucracy
	Simple/static
	Old 

Large

Regulated task

Technocrat control
	Technostructure
	Planning and control systems

	Professional bureaucracy
	Complex/static
	Simple systems

Professional control
	Operating core
	Planning systems

	Divisionalised
	Simple/static Diversity
	Old

Very large

Divisible tasks

Middle line control
	Middle Line
	Socio control

Performance targets

	Adhocracy
	Complex/dynamic
	Often young

Complex tasks

Expert control
	Operating core

Support Staff
	Social processes

Self-control

	Missionary
	Simple/static
	Middle aged

Often enclaves

Simple systems

Ideological control
	Culture
	Social processes


5. How do global companies use organizational structures?

Organizational structures:

5. International division – When a company has a branch that is located abroad and that abroad company is said to be attached with the original company. The abroad unit is required to control all the activities which are to be performed internationally. It is usually based on the characteristics like a function, product or on geography. This structure is designed do that the multinational will have a free access to explore the resources that are present internationally.

6. International subsidiaries – Provides fast, cost-efficient penetration of new markets for technology, life science, and healthcare businesses. We increase your return on cross-border & cross-market investments by reducing your time-to-market, reducing your market-entry-risk, and reducing your business development costs.

7. Global product companies – Standardized products within a common brand name with uniform features in all countries.

8. Transnational cooperation’s – A corporation or an enterprise that manages production or delivers services in more than one country.

	Financial Management lecture :


Financial gearing - When additional profits generated from the use of fixed return capital exceed the additional fixed payments (interest and preference dividends) incurred, the surplus will accrue to the ordinary shareholders. The more gearing in the capital structure, the higher the potential benefits.

Degree of financial gearing:
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Dividends:

· Represent a return by a business to its shareholders. This return is normally paid in cash, although it would be possible for it to be paid with assets other than cash.

· The law states that dividends can only be paid to shareholders of private limited companies out of realized profits.

· Dividends can also take the form of bonus shares, instead of receiving cash, the shareholders may receive additional shares in the business. Dividends are often paid twice yearly by large listed companies. 

The payment of dividends:

· The first dividend is paid after the interim (half yearly) results have been announced. 

· The second and final dividend is paid after the year end. 

· The final dividend will be paid after the annual financial reports have been published, and after the shareholders have agreed, at the annual general meeting, to the dividend payment proposed by the directors.

· As shares are bought and sold continuously by investors, it is important to establish which investors have the right to receive the dividends declared. To do this a record date is set by the 
· company.
·  Investors whose names appear in the share register on the record date will receive the dividends payable. When the share prices quoted on the Stock Exchange include accrued dividends payable, they are said to be quoted cum dividend. However, on a specific day before the record date, the quoted share price will exclude the accrued dividend and so will become ex dividend. 
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Dividend cover ratio:

Dividend policy and shareholder wealth:

The Dividend growth model
P0 =     D1

            K0-g

Share price (P0) = expected dividend next year (D1)
                     (K0) = the expected return on the share 
                     (K0) = a constant rate of growth 

The importance of dividends:

1. The clientele effect

· Transaction costs may result in investors becoming reliant on the dividend policies of companies. It was also argued that the tax position of investors can exert an influence on whether dividends or capital gains are preferred. 

· These factors may, in practice, mean that dividend policy will exert an important influence on investor behaviour. 

· Investors may seek out companies whose dividend policies match closely their particular needs. These companies with particular dividend policies will attract particular types of investors.

2. Information signalling

· One purpose of dividends is to enable the management of a business to pass on information concerning the business to shareholders. 

· New information relating to the future prospects of the business may be signalled by managers to shareholders through changes in dividend policy. Sending a positive signal to the market by increasing dividends is an expensive way to send a message. It may also seem wasteful. 

· However, it may be the only feasible way of ensuring that investors take seriously the good news that managers wish to convey.

3. Reducing agency costs

· One group connected with the business may engage in behaviour, which results in costs being borne by another group. However, the latter may try to restrain the action of the former group, through contractual or other arrangements, so as to minimise these costs.

Factors determining the level of dividends:

1. Investment opportunities: Businesses which have good investment opportunities often try to conserve their cash.

2. Alternative sources of finance: If a business is able to raise finance easily and cheaply from external sources, there will be less need to rely on retained profits which can then be distributed in the form of dividends.

3. Legal requirements: Company law restricts the amount which a business can distribute in the form of dividends.

4. Loan commitments: Where a business has loan capital, there will be a commitment to pay interest and to repay capital in the future. A business must ensure that it retains the necessary funds to meet these commitments.

5. Profit stability: Companies which have a stable pattern of profits over time are in a better position to pay higher dividend payouts than companies which have a volatile pattern of profits.

6. Control: A high profit retention/low dividend policy can help avoid the need to issue new shares, and so control exercised by existing shareholders will not be diluted.

7. Threat of take-over: A further aspect of control concerns the relationship between dividend payments and the threat of takeover. 

8. Market expectations: investors may have developed certain expectations concerning the level of dividend to be paid. These expectations may be formed as a result of earlier statements made by the managers of the business. If these expectations are not met, there may be a loss of investor confidence in the business.

9. Inside information: The managers of a business may have inside information concerning the future prospects of a business which cannot be published but which indicated that the shares are currently undervalued by investors. In such a situation, it may be sensible to rely on internal Equity (i.e. retained profit) rather than issuing more shares. Although this may lead to lower dividends, it could enhance the wealth of the existing shareholders. 

Working Capital

· Refers to the amount of capital which is readily available to an organisation.

· Working capital = current assets – current liabilities.

Major assets of current assets

· Stock

· Trade debtors

· Cash in hand and at bank

Major elements of current liabilities

· Trade creditors

· Bank overdrafts 

Purpose of working capital

· Represents a net investment in short term assets.
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The working capital cycle

· The management of working capital is an essential part of the short-term planning process. It is necessary for management to decide how much of each element should be held.

· Management must be aware that there may other, more profitable uses for the funds of the business. Hence, the potential benefits must be weighed against the likely costs in order to achieve the optimum investment. 

· Working capital needs are likely to change over time as a result of changes in the business environment. This means that working capital decisions are rarely one-off decisions managers must try to identify changes occurring so as to ensure the level of investment in working capital is appropriate.

Stock management technique

· Forecast of future demand: in order for there to be stock available to meet future sales, a business must produce appropriate forecasts.  These forecasts should deal with each product line.

· Financial ratios: a financial ratio which can be used to help monitor stock levels is the average stock turnover period. 
Average stock turnover period = 




Average stock held   X 365 days

    

                 Cost of sales

· Recording and reordering: the management of stocks in a business of any size requires a sound system of recording stock movements. There must be proper procedures for recording stock purchases and sales. There should also be clear procedures for the reordering of stocks.

· Levels of control: it may be possible to have different levels of control according to the nature of the stocks held. The ABC system of stock control is based on the idea of selective levels of control. A business can divide its stock into three broad categories: A, B and C. Each category will be based on the value of stock held. Category A stocks will represent the high-value items.  Category B stocks will represent less valuable items held. Category C stocks will represent the least valuable items. 

· Stock management models: it is possible to use decision models to help manage stocks. The economic order quantity (EOQ) model is concerned with answering the question: how much stock should be ordered? In its simplest form, the EOQ model assumes that demand is constant, so that stocks will be depleted evenly over time, and that stocks will be replenished just at the point the stocks run out.

· Materials requirements planning (MRP) system: takes as its starting point forecast of sales demand. It then uses computer technology to help schedule the timing of deliveries bought- parts and materials to coincide with production requirements to meet the demand. 

Managing debtors

Selling goods or services on credit results in costs being incurred by a business. These costs include credit administration costs, bad debts and opportunities foregone in using the funds for more profitable purposes. However, these costs must be weighed against the benefits of increased sales resulting from the opportunity for customers to delay payment.

Five Cs of credit

1. Capital - The customer must appear to be financially sound before any credit is extended. Where the customer is a business, an examination of its accounts should be carried out.

2. Capacity - The customer must appear to have capacity to pay amounts owing. Where possible, the payment record of the customer should be examined. If the customer is a business, the type of business operated and the physical resources of the business will be relevant.

3. Collateral - On occasion it may be necessary to ask for some kind of security for goods supplied on credit.

4. Conditions - The state of the industry in which the customer operates and the general economic conditions of the particular region or country may have an important influence on the ability of a customer to pay the amounts outstanding on the due date.

5. Character - It is important for a business to make some assessment of the character of the customer. The willingness to pay will depend on the honesty and integrity of the individual with whom the business is dealing. 

Managing cash

1. Transactionary motives - In order to meet day to day commitments a business requires a certain amount of cash. Payments in respect of wages, overheads, goods purchased and so on must be made at the due dates.

2. Precautionary motive - If future cash flows are uncertain for any reason it would be prudent to hold a balance of cash.

3. Speculative motive - A business may decide to hold cash in order to be in a position to exploit profitable opportunities as and when they arise.

Operating cash cycle

The operating cash cycle is important because it has a significant influence on the financing requirements of the business. The longer the cash cycles the greater the financing requirements of the business and the greater the financial risk. For this reason, a business is likely to want to reduce the operating cash cycle to a minimum.
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Rewriting the rules

Offering something which represents a
completely new product or process
which makes the old ones redundant

Typewriters vs. computer
word processing,

Ice vs. refrigerators
Electric vs. gas or oil lamps
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Calculating the operating cash cycle

Managing trade of creditors

· Controlling trade creditors: to monitor the level of trade credit taken, management can calculate the average settlement period for creditors; you are familiar with it looking as follows:

· Average Settlement Period for Creditors =



 Trade creditors  X 365 days




Credit purchases

× 365





Opening stock + closing stock ÷ 2


Cost of sales





× 365





Trade debtors


Sales revenue
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Trade creditors


Purchases





× 365
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